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ANALYSIS OF THE STEVENS-ROTH PLAN:
A RETIREMENT PLAN FOR FEDERAL WORKERS
COVERED BY SOCIAL SECURITY

I. DESCRIPTION OF THE PLAN

This pension design was developed under the leadership of Senator Ted
Stevens, Chairman of the Subcommittee on Civil Service, Post Office and Gen-
eral Services, and Senator William Roth, Chairman of the Committee on Govern-
mental Affairs. Details of the plan were specified by the staff of both the
subcommittee and the full committee. CRS is using its pension evaluation

models to analyze this plan, but takes no position on any of its features.

A. General Design

This pension design is for Federal civil servants who are covered by social
security. Workers first hired after December 31, 1983 would automatically par-
ticipate as would certain other categories of workers with service before that
date. Employees exempted from participation in social security would be given an
opportunity to waive that exemption and become participants in this arrangement .

The general design of the system includes, in addition to social security,

a defined benefit plan and a capital accumulation plan. Workers would partici-
pate automatically in the defined benefit plan, which would be entirely funded
from Federal funds. Workers could contribute as much as 10 percent of their
salaries to the capital accumulation plan of which the first five percent is

matched dollar-for-dollar by their employing Federal agency. For purposes of
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this analysis, the accumulating matching funds are assumed to be invested in
instruments that reflect performance of the economy using the same assumptions
as are used to project costs and benefits for the defined benefit component.

B. Retirement

1. Defined benefit

A defined benefit plan is one in which a formula and a definition of eli-
gibility determine benefit awards. In this case, workers would earn 1.0 per-

E———

cent of the average of their highest five consecutive years of wages for each
—

year of service completed. Wages are not "capped" for computation purposes;

that is, retirement benefits are calculated using salaries that have not been

limited by a statutory maximum payable amount.

Basic benefits from the defined benefit pension would be fully payable at
age 62 with 5 years of service. Workers could choose to retire at age 55 with
30 years of service, with reductions of two percent for each year under age 62
at retirement. Participants could also choose to retire at age 55 with less
than 30 years of service but more than 10 years, but benefits would be reduced
by five percent for each year under age 62 at retirement.

Workers separated involuntarily with at least 25 years of service or after
age 50 with at least 20 years would be eligible for benefits reduced by two per-
cent per year for retirement before age 62.

Deferred benefits would be payable at age 62 for workers who separated with
at least five years of service, or reduced benefits would be payable at age 55
with 10 years of service at separation.

Cost-of-living adjustments would be paid annually at two percentage points

less than the rate of inflation as measured by the Consumer Price Index (CPI).
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These projections, which are based upon a level long-term inflation assumption
of four percent per year, would therefore increase in nominal terms by two per-

cent per year.

2. Capital Accumulation

The plan includes a defined contribution plan in the form of a voluntary
capital accumulation plan that would supplement the main retirement benefit.

A voluntary capital accumulation plan is one in which an employee accumu-
lates assets in the form of a pretax savings accoung that can be furnished upon
separation in a lump sum or converted to an annuity at the point at which the
employee retires. In this proposal, a prog;am of individual capital accumula-
tion accounts is created from employee money voluntarily contributed, with
Federal funds added to encourage participation. Employees would be permitted
to contribute up to 10 percent of their salaries to the plan, with the first
five percent matched by one dollar for each dollar contributed. Under certain
conditions, employees would have access to their funds before retirement., If
an employee separated from Federal service before becoming eligible to receive
an annuity, the accumulated sums could be transferred and maintained on a tax-

deferred basis in an Individual Retirement Account (IRA).

Rl - -

3. Employee Contributions

Employees would be required to contribute to social security. The cash
benefits (old-age, survivors, and disability insurance) tax-rate is 5.7 percent
of pay in 1985 (6.06 beginning in 1988; 6.20 beginning in 1990) up to & maximum
taxable wage level ($39,600 in 1985) that is indexed to the annual growth in
wages as measured for the economy at large.

There are no mandatory contributions to the defined benefit plan.
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The capital accumulation plan, as mentioned, permits employee contribu-
tions up to 10 percent of pay with 5 percent of pay matched equally by employer
contributions. Thus, those employees fully contributing up éo the matching
limit would receive the full value of the maximum potentiai employer cost for
the overall retirement system, and employees contributing less would receive
corresponding smaller shares of that potential employer commitment.

Employees with salaries below the social security maximum taxable base
could therefore pay between 5.7 and 10.7 percent of total salary in 1985, with

the latter amount necessary to receive maximum potential value of the employer

retirement commitment. As the scheduled increases to the social security tax

- o

rate af;‘phased in, these amounts would rise. Employees with salaries above
the maximum would pay somewhat smaller rates as a mandatory percentage of total
salary. For example, employees at a salary of $45,000 annually would have a
mandatory payment of approximately 5 percent of total salary in 1985 and thus
could pay up to a maximum of about 10 percent of pay to receive maximum value.
CRS estimates that the employee with average wages and average contributions

to the capital accumulation plan would be paying about 8.7 percent of total

pay under this plan in 1985.

C. Disability Benefits

A long term disability (LTD) insurance plan provided by the Government
and administered by a third party would pay disability benefits to employees
who are uﬁable, because of sickness or injury, to perform the duties of their
job. Employees would be eligible at any age for disability benefits after 18
months of creditable service gnd exhaustion of all sick leave. After the first

year of entitlement to LTD benefits, the employee must be unable to do any

i esistmamn Approved For Release 2011/01/07 : CIA-RDP89-00066R000400030014-3




e B ———— L [ N 1

Approved For Release 2011/01/07 : CIA-RDP89-00066R000400030014-3
CRS-5

Federal job in the same commuting area and within the same or similar grade
level of”gzg.former job. During the first }eat of entitlement, the amount

of the disability benefit would be 60 percent of average yea¥1y pay, based on
the highest five consecutive years of salary or, if tﬁe eébloyee has been em-
ployed for less than five years, on average pay over the total employment
period. In subsequent years of entitlement, the amount of disability would
be 60 percent if eligible for social security; 40 percent if not eligible.

Disabled workers would be required to apply for social security disability.
I1f they become entitled to social security disability benefits, the social se-
curity primary benefit would be subtracted from the LTD benefit, and the LTD
benefit would continue until the worker is recovered or reaches age 62. If the
worker does not meet the social security definition of disability, the LTD bene-
fit would be reduced after one year to 40 percent of average yearly salary, and
would continue until the worker is recovered or reaches age 55.

At the discretion of the third party administrator, the beneficiary may be
required to undergo periodic medical reevaluations.” If he is found to have re-
covered, his benefit would cease. Beneficiaries also would be required to
report their earnings each year. If in any calendar year the beneficiary's
income from work is at least 60 percent of the current salary of the position
from which that person retired, his earnings capacity would be considered
restored and benefits would cease.

In computing the LTD benefit, annual average salary would be increased by
two percentage points less than inflation. If the worker is entitled to social
security disability benefits, the amount of social security subtracted from the
LTD benefit in any one month would be the worker's social security benefit, in-

cluding subsequent COLAs,
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During the LTD benefit period, the employee's service would continue to
be credited toward the defined benefit formula, and the high-five amount would
go up by two percentage points less than inflation. :he em?loyee could withdraw
his accrued benefits from the defined contribution part of the retirement plan,
but he also would have the option of continuing to participate. After the LTD

benefit period ends, employees would be eligible for retirement benefits based

on age and service at that time.

D. Survivor Benefits

1. Preretirement Death

Surviving spouses of workers who die after becoming "fully insured" under
social security (generally 40 quarters of covered employment) are eligible
for spouse survivor benefits if they are over age 59 (49 if fully disabled).
Social security mother's and father's benefits are paid to survivors of any
age if the deceased worker had at least six quarters of covered employment
and if the surviving spouse is responsible for the care of a child under the
age of 16 (or disabled) of the deceased worker. In general, the marriage
must have lasted nine months. Benefits are terminated if the survivor re-
marries before age 60.

In addition to social security survivoivbenefits, the pension plan would
provide benefits to the spouse of a worker who dies after having reached eli-
gibility for early retirement (age 55 with at least 10 years of service) or for
full retirement benefits (age 62). The survivor benefit would be computed as
if the worker had retired the day before death and elected a 50 percent joint-
and-survivor plan; early retirement reductions would be applied (2 percent for

each year the worker was under age 62, but was at least age 55 and had 30 or
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more years of service; 5 percent for each year the worker was under age 62, but
was at least age 55 and had more than 10 bué fewer than 30 years of service).

1f the vested worker dies before the earliest age of eligiblity based upon
accrued service at death, survivor benefits from the ﬁensién plan would not be-
gin until the date on which the deceased worker would have reached the age of
eligiblity. 1If the worker had fewer than 30 but more than 10 years of service
at the time of death, benefits could begin on the deceased worker's 55th birth;
day, but the five percent early retirement reduction would be made for each year
under age 62. Thus, when survivor benefits became payable, they would be based
on a pension reduced by 35 percent. 1If the worker had 30 years of service at
the time of death, a two percent early retirement reduction would be made for
each year under age 62. Thus, the survivor benefits would be based on a pen-
sion reduced by 14 percent for early retirement.

Any balance in the capital accumulation plan would be payable to the
surviving spouse and could be paid either in a lump sum, or as a life annuity.
If there is no surviving spouse, or other named beneficiary, the account

balance would become part of the deceased worker's estate.

2. Postretirement Death

Social security spouse survivor benefits are payable when the widow or
widower of a retiree (who was eligible for social security retirement benefits)
is over age 59 (subject to an earnings test) or over age 49 if completely dis-
abled. Social security mother's and father's benefits are paid to surviving
spouses of any age if caring for child under age 16 (or disabled) of the de-
ceased worker or retiree. The marriage must have lasted at least nine months;

social security benefits are discontinued if the spouse remarries before age 60.
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Under the pension plan, retiring married workers automatically provide a

50<§;fcéﬁgdj;int-and-survivor benefit, for which a full actuarial reduction is
made in the annuity of the retiree. This coverage is mandatéry unless jointly
rejected. Thus, in addition to any social security payabl:e;, the surviving
spouse of a retiree would receive 50 percent of the amount the retiree had
been receiving before death; the retiree's annuity would have been reduced
by roughly 10 to 13 percent to cover the cost of paying a spouse survivor
benefit and for early retirement, if applicable.

At the time of retirement the worker would specify the form in which
benefits from the capital accumulation plan would be paid. If an election is
made to receive an annuity with an actuarially determined survivor benefit,

then the spouse survivor would receive that benefit in addition to the joint-

and-survivor benefit from the defined benefit plan.

3. Group Life Insurance

Basic life insurance is provided at no charge to the employee. Benefits
are equal to one year's salary rounded to the next $1,000 plus an additional
$2,000 for all workers over age 45. Benefits are doubled for those 35 or
under, and decline gradually to age 45. Workers wouid be allowed to purchase,
at full cost, additional coverage, as they can under the current system. Post-
retirement coverage, as under current law, is available. Under current law,
until December 31, 1989, Federal employees retiring before age 65 retain full
coverage,‘at no cost, up to age 65. At age 65, the government ipsurance de-
clines by 2 percent per month to a minimum of 25 percent of the amount in
force at retirement. Retiring employees can elect, at an extra cost, to reduce

or eliminate the reduction in coverage at age 65. As of January 1, 1990, all
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retirees under age 65 will have life insurance premiums withheld from their

annuities to retain full coverage at age 65.

4. Children's Survivor Benefits

Unlike the current CSRS, no child survivor benefits would be available
from the pension plan. Instead, this need would be filled by social security.
Surviving children of workers with at least six quarters of social security
covered employment are eligible for social security children's benefits if
they are under age 16, or under 18 if a fulltime student in elementary or
secondary school. No benefits would be paid to students of any age in
post—-secondary school.

The capital accumulation plan could be set up to allow a retired worker
to take the benefits in the form of an annuity and name someone other than
a spouse as the beneficiary of a survivor benefit, and, theoretically,

a child could be named. The amount of that child survivor benefit would be

determined actuarially, based on the age of the named child.
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TABLE 1. Plan Provisions

Current CSRS

Stevens—-Roth Plan

A. Social Security

Coverage (old age, sur-
vivors, and disabil-
ity insurance cash
benefits (OASDI)

Contributions

None

N/A

B. Defined Benefit: Retirement

Basic plan design

Required employee
contributions

Vesting

Salary base

g eeeemnaiincsmtonn. Approved For Release 2011/01/07 : CIA-RDP89-00066R000400030014-3

Defined benefit

7% of total pay

5 yrs. for retirement
5 yrs. for disability
1.5 yrs. for preretire-

ment death benefits

Average of high-3 yrs.
salary

Employees covered by
Social Security Amend-
ments of 1983

5.7% of pay (6.06 begin-
ning in 1988; 6.20 be-
ginning in 1990) to so-
cial security (for OASDI
coverage) up to maximum
taxable wage base
($39,600 in 1985)

Defined benefit not inte-
grated (fully added to
social security)

No required contribution
to new CSRS

5 yrs. for retirement, and
1.5 yrs. for disability
5 yrs. for preretirement

death benefits

Average of high-5 yrs.
salary of record
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Plan Provisions (continued)

Current CSRS

Stevens-Roth Plan

Retirement benefit
formula (accrual
rate)

Age for unreduced
retirement bene-
fits

Early retirement;
age and reduc-
tions

Involuntary early
retirement; age
and reductions

Deferred retirement

Refunds

e P

"

"Egst?of-iiving

ad justments

1.52 x first 5 yrs. of
service, 1,75% x second
5 yrs. of service. 2.0
x all yrs. of service
over 10 yrs., all x sal-
ary base

Age 55 with 30 yrs. ser-
vice. 60 with 20 yrs.
service. 62 with 5 yrs.
service

No provisions

Age 50 with 20 yrs.
service. Auny age with
25 yrs service. Bene-
fit reduced 2% for each
yr. under age 55

At least 5 yrs. ser-
vice; accrued benefit
payable at age 62

Option to withdraw at
separation sums contri-
buted with benefits’
forfeited

Annually, full rate of
inflation measured by
Consumer Price Index
(cp1)

1.02 x yrs. of service

62 with 5 yrs. service

(a) 55 with 30 yrs. ser-
vice. Benefit reduced
22 for each yr. under
age 62

(b) 55 with 10 yrs. ser-
vice. Benefit reduced
5% for each yr. under
age 62

Same as current, but bene-
fit reduced 2X for each yr.
under age 62

At least 5 yrs. service;
full accrued benefit pay-
able at age 62, or reduced
benefit at age 55 with 10
yrs. service

No contributions, thus no
refund

Annually, 2 percentage
points less than the rate
of inflation measured by
CPI
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TABLE 1. Plan Provisions (continued)

Current CSRS

Stévena-Roth Plan

C. Disability Benefits

Administration and eli-
gibility

Definition of disability

Disability benefit
amount s

Provided from CSRS, if
employee has 5 yrs. of
service

Unable to do own job

Annuity earned at on-
set, or the lower of
(a) 40% of salary
base, or (b) annuity
that would be paid
projecting service to
age 60 at the same
salary base

» Approved For Release 2011/01/07 : CIA-RDP89-00066R000400030014-3

To be provided under sep-
arate LTD plan with third-
party administrator. Dis-
ability benefits are paid
first from unused sick
leave, then after no fur-
ther waiting period from
LTD plan if employee has
18 mos. of service for

LTD eligibility

During first yr. after en-
titlement to LTD benefits,
employee must be unable to
do own job. After first
year employee must be un-
able to do any Federal job
in same commuting area and
same grade level. Also,
total earnings from work
may not exceed 60 of pay
level for former job, and
employee may be given
physical exams

602 of high-5 offset after
5 mo. waiting period by
1002 of social security
primary benefit, payable
to age 62

1f social security defini-
tion of disability is not
met, benefits reduced 1 yr.
after entitlement to LTD
benefits to 40X of high-5
payable to age 55

Social security amount off-
set will be amount payable
to worker, and final pay
used to compute LTD bene-
fits will increase by two
percentage points less

than inflation
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Plan Provisions (continued)

Current CSRS

Stevens-Roth Plan

Retirement benefits
after disability

D. Survivors Benefits

Preretirement death
benefit, spouse

Disability pension con-
tinues for life if no
recovery before normal
retirement age

55% of the annuity
earned at death, or,
if larger, the lesser
of (a) 55% of 40% of
salary base, or (b)
552 of annuity earned
with service projected
to age 60 at same sal-
ary base :

™ Approved For Release 2011/01/07 : CIA-RDP89-00066R000400030014-3

During LTD benefit period,
employee's service con-
tinues to be credited to-
ward defined-benefit for-
mula, high-5 amount goes
up by two percentage points
less than inflation and
employee may participate
in defined-contribution
part of plan. After LTD
benefit period ends, em-
ployee is eligible for
retirement benefits based
on age and service at

that time

Surviving spouse gets:

(a) Group life insurance
automatically provided at
no cost to employee. Bene-
fits for workers over age
45 are one x annual pay,
rounded up to the next
$1,000, plus $2,000. This
amount is doubled for work-
ers under age 35, declining
gradually to age 45. Bene-
fits are doubled in cases
of accidental death.

(These benefits are the
same as current law, ex-
cept that all employees

are covered and no employee
payment is required.)

(b) Any social security
benefits payable with no
offsets
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Plan Provisions (continued)

Current CSRS

Stg#ens-koth Plan

Preretirement death
benefit, children

Optional postretire-

ment death benefit,

spouse

Unrelated to annuity;
annually adjusted dol-
lar amount varied by
number of children,
and whether or not
orphaned

552 of earned retire-
ment annuity unless
choice rejected; op-
tion results in reduc-
tion to earned retire-
ment annuity of 2.5%
of first $3,600 of an-
anuity and 102 reduc-
tion to annuity over
$3,600

(c) At death of partici-
pant who is eligible to
retire, lifetime pension
equal to 50X of accrued
pension, reduced for
early retirement (2% per
yr. under age 62 if 30
or more years of service
at death and 5% per yr.
if under 30 yrs. of ser-
vice) and for election
of 502 joint-and-survivor
form

(d) At death of partici-
pant who is vested but
not eligible to retire,
lifetime pension (com-
mencing when the employee
first would have become
eligible to retire) equal
to 50% of accrued pension,
reduced for early retire-
ment (as under (c) above)
and for election of 50%
joint-and-survivor form

None from plan; benefits
provided by social se-
curity

Annuity to married retiree
is automatically reduced
actuarially as in a 502
joint-and-survivor plan to
provide a spouse survivor
annuity. (Automatic unless
rejected.)
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TABLE 1. Plan Provisions (continued)

Current CSRS

Stevens-Roth Plan

Children Same as for preretire-
ment death benefit

Special classes Special provisions are
available for certain
groups:

Law enforcement, fire-
fighters, air traffic

controllers, Congress,
etc.

E. Voluntary Capital Accumulation

Employer contribution N/A

Employee contributions N/A
not matched

Vesting N/A

None from plan; benefits
provided from social se-
curity

Law enforcement, fire-
fighters, and air traffic
controllers may retire at
age 55 with 25 yrs. Sup-
plement equal to social
security payable ages 55-
62. National guard tech-
nicians may retire at age
55 with 30 yrs. service,
with no supplement pay-
able. These classes may
retire before 55, with
reduction of 5% per yr.
below age 55, and without
supplement payable before
55. Other groups get the
regular benefits of the
plan

$1 for each $1 by employees,
up to 5% of pay

Up to additional 5% of pay

Employee vested immediately
for own contributions. Em-
ployer contributions vested
at 207 after lst yr., in-
creasing in equal increments
to 100% after 5th yr.
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II11. COST ESTIMATES

The following tables display the normal costs of this plan. Table 2
compares the cost of the plan to the cost of the current CSRS, using a con-
sistent set of assumptions. The CRS model projects that the cost of the plan
to the employer would be about 17 percent less than the current CSRS (including
the net increased cost of basic life insurance) over the projection period.
However, the total cost of the plan, including average employee contributions,
would cost seven percent less than the current CSRS. Table 3 shows a breakdown

of cost under the plan by benefit.
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TABLE 2. Comparison of Entry Age Normal Cost Estimates
of Current CSRS to Stevens-Roth Plan a/

Current CSRS étevens-Roth
(baseline) T Plan
Employer Employee Employer Employee
share share Total share share Total
(average)
Defined Benefit
Plan 25.0% 7.02 32.0% 11.72 -- 11.7%
Social security b/ - - - 5.9 5.9 11.8
FEGLI change c/ - 0.2 - 0.2 - 0.2
Capital accumulation
plan (voluntary) d/ -- - -- 3.0 3.0 6.0
Full Cost e/ 25.0 7.2 32.2 20.8 8.9 29.7

a/ All cost figures are rounded to the nearest tenth of a percent, Admini-
strative costs and benefits to special groups are excluded. Under the current
CSRS these costs are estimated to be 0.1 and 0.3 percent of pay, respeétively.

b/ Social security cost is the percentage of total Federal payroll taxable
for social security (OASDI).

¢/ Increased employer cost (0.2%) of Federal Employees Group Life Insur-
anqe~7?§GLI)-resulting from the employer assuming the full cost of Federal worker
ife insurance.

d/ For employees, cost of the capital accumulation plan is shown as the
average cost. Average cost is determined by dividing the projected sum of all
contributions (up to the specified matching limit of five percent for each em-
ployee) by the number of employees, assuming 60 percent rate of full participa-
tion. The cost to the government is the employee cost times the matching rate
winus the sum of unvested contributions forfeited (0.03%) by separating em-
ployees.

2/ Average full cost: For the existing CSRS, includes the average em-
Ployee contribution for life insurance coverage while working. For Stevens-
Roth, includes average employee contribution and employer match to the capital
accumulation plan.
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TABLE 3. Entry Age Normal Cost of Stevens-Roth Plan by Benefit a/
Normal Cost (Percent of Total Federal Pay)

DEFINED BENEFIT COMPONENT

Annuities to employees:
Optional retirement 8
Involuntary retirement 0.
Disability retirement b/ 1
Deferred retirement 0

Subtotal 10.5
Annuities to survivors of:

Age retirees 0.8
Disability retirees 0.1

Active employees 0.3

To children : -—

Subtotal 1.2
Refunds -—
TOTAL BENEFITS DEFINED BENEFITS 11.7
INCREASED COST OF FEGLI .2 2/
TOTAL BENEFITS CAPITAL ACCUMULATION 6.0 2/
TOTAL BENEFITS SOCIAL SECURITY | 11.8 e/
TOTAL BENEFITS 29.7

LESS EMPLOYEE CONTRIBUTIONS

Defined Benefit -—

Capital Accumulation - 3.0 4/

Social Security - 5.9 £/
__TOTAL-EMPLOYER COST 20.8

a/ Detail may not sum to totals due to rounding. Administrative costs
and benefits to special groups are excluded. !

Bj Includes deferred retirement benefits to disabled annuitants. (0.5%)

¢/ Net increase in Federal Employees Group Life Insurance (FEGL1) from
changes made to that program as part of the Stevens-Roth Plan.

d/ Based upon net employer contributions (minus forfeitures of 0.03%)
average contribution for all workers including nonparticipants.

e/ Approximately 0.4 percent of payroll of the social security cost is
not distributed to Federal workers but flows to relatively lower-income social
security participants outside the Federal government. :

f/ Social security average contribution as a percent of total payroll,
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IV. REPLACEMENT RATES

The following tables and figures show the percent of gross preretirement
dollars replaced by the various retirement income components. Gross replace-
ment rates are defined as the percentage of gross preretirement wages replaced
by gross postretirement benefits.

For these benefit projections, employees are assumed to be retiring in
the year 2030, after all enacted changes to social security retirement age
have been phased in. 1n 2030, the age for full social security benefits is 67

with 30 percent reduction applied to benefits received at age 62. The tables

- e
. -

Eﬁaw téplacement rates for single workers, by salary level, age at retirement,
and service, with benefit values shown at retirement age, at age 62 and age 80.
Capital accumulation amounts are indexed so that level values over time are
shown. The figures show replacement rates for various combinations gr;phically
and compare them to the current system.

The tables and figures show a range of replacement rates from the capital
accumulation plan. The band ranges from rates projected for workers participa-
ting fully to those~for workers participating not at all. To achieve the maxi-
mum replacement rate, these hypothetical workers would contribute to the plan
five percent of before-tax pay, matched equally by an employer contribution.
The maximum annuity shown in these figures implies full participation throughout
the work career; conversely, the bottom line of the band displays the replace-

ment rates for workers never participating. 'Experience from the private sector
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suggests that most workers would not exhibit either of these polar characteris-
tics but would vary their participation, largely in response to changing per-
sonal or broader economic circumstances.

Actual participation is influenced by a worker's age, income, marginal tax
rate, availability of other tax-favored savings arrangements, overall investment
strategy, and preferences concerning current versus future consumption. Par-
ticipation rates are also affected by the availability of loan and "hardship"
withdrawal provisions. 1If workers did not participate in all years, had more
rapid salary progressions, realized lower interest rates, or did not contribute
the full five percent of pay, replacement rates from the capital accumulation
plan would be lower. It is also possible that different economic experiences
could produce higher rates of return and corresponding higher potential replace-
ment rates.

Care should be taken when comparing replacement rates derived through par-
ticipation in a tax-deferred capital accumulation plan with those available to
nonparticipants and with replacement rates earned under the current CSRS. The
higher replacement rate achieved by participation in the plan results in lower
preretirement disposable income. Foregoing participation in the plan in favor
of higher consumption while working would result in lower replacement rates at
retirement, but a relatively higher standard of living might thereby be attained
before retirement than would otherwise occur if compensation were deferred until
retirement. Furthermore, earnings replacement rates shown for workers covered
by the CSRS do not take into account voluntary (albeit unmatched retirement
savings tﬁat these workers could make, for example, into an Individual Retire-
ment Account (IRA). In other words, pre-1984 Federal workers who voluntarily
saved five percent of pay would also have increased their earnings replacement

rate above that shown in the figures for CSRS.
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TABLE 4. Replacement Rates
Current Civil Service Retirement System
(in percents)

(Final salaries have been

adjusted to 1985 dollars) $15,000 $30,000 $45,000 $60,000 $75,000
Gross replacement rates
10 years service 152 15% 152 152 152
20 years service 34 34 34 34 34
30 years service 53 53 5; 53 53
35 years service 63 63 63 63 63
40 years service 72 72 72 72 72

Note: These rates are for persons retiring in the year 2030.
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TABLE 5. Replacement Rates
Add-on Plan: 1 Percent Accrual Rate; CAP with 1 to 1 Match
Up to 5 Percent of Pay; 2 Percent Early Retirement Reduction;
Postretirement Adjustment: CPI - 2
(In percents)

(Final salaries have been
adjusted to 1985 dollars) $15,000 $30,000 $45,000 $60,000 $75,000

Retirement at:

Age 55/30 years (gross rates)

Total rate 387 38% 382 382 382
(without C.A. plan) (232) (232) (232) (23%) (232)
Pension 23 23 23 23 23
OASDI 0 0 0 0 0

_C.A. plan 15 15 15 15 15

Total rate at age 62 57% 52% 48% 45% 432
(without C.A. plan) (427%) (37%) (33%) (30%) (28%)
Pension 20 20 20 20 20
OASDI 22 17 13 10 8
C.A. plan 15 15 15 .15 15

Total at age 80 51% 467 42% 392 372
(without C.A. plan) (362) (31%) (27%) (24%) (222)
Pension 14 14 14 14 14
0ASDI 22 17 13 10 8
C.A. plan 15 15 15 15 15

NOTE: These rates are for persons retiring in the year 2030. Totals may
not add due to rounding.
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TABLE 6. Replacement Rates
Add-on Plan: 1 Percent Accrual Rate; CAP with ]-1 Match
Up to 5 Percent of Pay; 2 Percent Early Retirement Reduction;
Postretirement Adjustment: CPI - 2
(In percents)

(Final salaries have been
adjusted to 1985 dollars) $15,000 $30,000 $45,000 $60,000 $75,000

Retirement at:

Age 62/10 years (gross rates)

Total rate 21% 20% 19% 18% 18%
(without C.A. plan) (15%) (13%) (12%) (122) (11%)
Pension 9 9 9 9 9
0ASDI 6 5 4 3 3
C.A. plan 6 6 6 6 6

Retirement at:

Age 62/20 years (gross rates)

Total rate 447 42% 39% 37% 36%
(without C.A. plan) (31%) (292) (26%) (24%) (23%)
Pension 18 18 18 18 18
0ASD1 14 o1 8 7 5
C.A. plan 13 13 13 13 13

Total at age 80 39% 362 34% 322 31%
(without C.A. plan) (26%) (24%) (21%) (19%) (18%)

Note: These rates are for persons retiring in the year 2030. Totals may
not add due to rounding,.
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TABLE 7. Replacement Rates
Add-on Plan: 1 Percent Accrual Rate; CAP with 1-1 Match
Up to 5 Percent of Pay; 2 Percent Early Retirement Reduction;
Postretirement Adjustment: CPI - 2
(In percents)

(Final salaries have been

adjusted to 1985 dollars) $15,000 $30,000 $45,000 $60,000 $75,000
Retirement at:
Age 62/30 years (gross rates)

Total rate 6972 647 607 562 542
(without C.A. plan) (502) (44%) (402) (371%) (35%)
Pension 27 27 27 27 27
OASDI 23 18 13 10 8
C.A. plan 19 19 19 19 19

Retirement at:
Age 62/35 years (gross rate)

Total rate 81% 75% 70% 662 632%
(without C.A. plan) (59%) (52%) (47%) (442%) (41%)
Pension 31 31 31 31 31
OASDI 27 21 16 12 10
C.A. plan 22 22 22 22 22

Total rate at age 65 792 73% 68% 642 622
(without C.A. plan) (57%) (51%) (46%) (42%) (392)

Total rate at age 80 722 652 60X 57X 542
(without C.A. plan) (492) (43%) (382) (342) (322)

Note: These rates are for persons retiring in the year 2030. Totals may

not add due to rounding.
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TABLE 8. Replacement Rates
Add-on Plan: 1 Percent Accrual Rate; CAP with 1-1 Match
Up to 5 Percent of Pay; 2 Percent Early Retirement Reduction;
Postretirement Adjustment: CPI - 2
(In percents)

(Final salaries have been
adjusted to 1985 dollars) $15,000 $30,000 $45,000 $60,000 $75,000

Retirement at:

Age 62/40 years (gross rates)

Total rate 892 822 77% 73% 71%
(without C.A. plan) (63%) (57%) (52%) (48%) (46%)
Pension 36 36 36 36 36
OASDI 28 21 16 12 10
C.A. plan 25 25 25 25 25

Retirement at:

Age 65/30 years (gross rates)

Total rate 76% 697 64% 612 582
(without C.A. plan) (54%) (482) (43%) (392) (372)
Pension 27 27 27 27 27
OASDI 27 21 16 12 10
C.A. plan 22 22 22 22 22

Note: These rates are for persons retiring in the year 2030. Totals may
not add due to rounding.
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TABLE 9. Replacement Rates ;
Add-on Plan: 1 Percent Accrual Rate; CAP with 1-1 Match
Up to 5 Percent of Pay; 2 Percent Early Retirement Reduction;
Postretirement Adjustment: CPI - 2
(In percents)

(Final salaries have been
adjusted to 1985 dollars) $15,000 $30,000 $45,000 $60,000 $75,000

Retirement at:

Age 67/30 years (gross rates)

Total rate 81% 4% 682 64% 622
(without C.A. plan) (582) (512) (45%) (412) (382)
Pension 27 27 27 27 27
OASDI 31 24 18 14 11
C.A. plan 23 23 23 23 23

Retirement at:
Age 67/40 years (gross rates)

Total rate 105% 95% 88% 832 80%
(without C.A. plan) (742) (64%) (582) (522) (49%)
Pension 36 36 36 36 36
OASDI 38 29 22 17 13
C.A. plan 31 31 31 31 31

NOTE: These rates are for persons retiring in the year 2030. Totals may

not add due to rounding.
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FIGURE 1. Benefit Value at Retirement and After

Gross Replacement Rates :
Worker Retiring in the Year 2030

Age: 55

Service: 30 years

Salary: $30,000 (adjusted
to 1985 levels)
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FIGURE 2. Benefit Value at Retirement and After -

Gross Replacement Rates :
Worker Retiring in the Year 2030

Age: 62

Service: 35 years

Salary: $30,000 (adjusted
to 1985 levels)

100

804

—— _ — ngs' —
L+ - Capital Accumulation " T

Age at Retirement and Age 80

- e T
. o

. Approved For Release 2011/01/07 : CIA-RDP89-00066R000400030014-3




Replacement Rate (%)

! to. L LI I I

Approved For Release 2011/01/07 : CIA-RDP89-00066R000400030014-3

CRS-29

FIGURE 3. Benefit Value at Retirement with
Different Amounts of Service

Gross Replacement Rates
Worker Retiring in the Year 2030

Age: 62

Service: Varies

Salary: $30,000 (adjusted
to 1985 levels)
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FIGURE 4. Benefit Value at Retirement for
Workers with Different Ages

Gross Replacement Rates
Worker Retiring in the Year 2030

Age: Varies

Service: 30 years

Salary: $30,000 (adjusted
to 1985 levels)
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FIGURE 5. Benefit Value at Retirement for
Workers with Different Salaries

Gross Replacement Rates
Worker Retiring in the Year 2030

Age: 55
Service: 30 years
Salary: Varies
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.~ """ FIGURE 6. Benefit Value at Retirement for
Workers with Different Salaries

Gross Replacement Rates
Worker Retiring in the Year 2030

Age: 62
Service: 10 years
Salary: Varies
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FIGURE 7., Benefit Value at Rétirement for
Workers with Different Salaries

Gross Replacement Rates
Worker Retiring in the Year 2030

Age: 62

Service: 20 years
Salary: Varies
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FIGURE 8. Benefit Value at Retirement for
Workers with Different Salaries

Gross Replacement Rates
Worker Retiring in the Year 2030

Age: 62
Service: 30 years
Salary: Varies
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FIGURE 9. Benefit Value at Retirement for
Workers with Different Salaries

Gross Replacement Rates
Worker Retiring in the Year 2030

Age: 62
Service: 35 years
Salary: Varies
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FIGURE 10, Benefit Value at Retirement for
Workers with Different Salaries

Gross Replacement Rates '
Worker Retiring in the Year 2030

Age: 67

Service: 40 years
Salary: Varies
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V. METHODOLOGICAL .SUPPORT

A. Cost and Replacement Rate Models

The estimates of retirement costs and benefits presented in this analysis
were generated using the Congressional Research Service's cost and replacement

rate models. These computer-based actuarial models were developed by CRS with

- -

actuarial support and a Pension Valuation Language (PVL) provided under con-
tract by Hay-Huggins, Inc., an actuarial consulting firm. It should be noted
that these models project future outcomes from assumptions. While such projec-
tions are valuable tools for making relative cost and benefit comparisons, it
is inappropriate to imply or to seek a degree of accuracy for them that is in

principle unattainable.

1. Cost Model

The cost model projects long-term costs of pension designs. The approach
used is known as "entry age normal cost,"” and can be generally understood as
the percentage of every paycheck that should be invested, over the total career
of each employee in a group of new entrants, to pay fully for all benefits
received by that group, including all eligible survivors. Normal cost is for-
mally defined as the present value of future benefits divided by the present
value of future compensation. These values are expressed as a percentage of

payroll, and provide a consistent measure of relative pension costs over time.
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2. Replacement Rate Model

The replacement rate model projects the percentage of gfoss preretirement
wages replaced by gross postretirement benefits. This petcentage can be shown
qwﬂfétiféﬁéﬁlwand at various ages after retirement, with the latter expressed
in values relative to purchasing power at retirement. Capital accumulation
replacement rates assume the purchase of an annuity indexed to the assumed

rate of inflation,

B. Data and Assumptions

The cost and replacement rate models required the use of certain data and
assumptions, in order to project cost and benefit outcomes for employees enter-
ing work in 1985 and retiring in the year 2030. A profile of the Federal work-
force into the future was drawn from data of the current system, and other
factors pertaining to costs and benefits were identified and assumptions about
the relative weight of those factors were made. Complete documentation of the

methodology, data and basis for all assumptions is available from CRS.

1. Demographic Assumptions

Given the order of magnitude of Federal employment, fairly reliable data
on the Federal workforce could be obtained, and was used whenever appropriate.
The vast majority of the data used to construct a demographic profile of the
Federal workforce was provided by the Office of Personnel Management (OPM).
These data included career patterns, mortality and disability rates, proba-
bility of leaving a surviving dependent, etc. Certain modifications were made

to the OPM data that lessen the growth over time in the patterns of career
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improvement, and social security estimations of future improvements in

mortality were also incorporated.

2. Economic Assumptions

All economic assumptions were taken from the 1985 Social Security
Trustees' Report under the designation, "Intermediate II-B." The II-B
assumptions are most commonly accepted as being neither optimistic nor
pessimistic. When the 1986 Trustees' report is issued, CRS will incorporate
any changes to II-B into the cost and replacement rate models. For 1985, the
assumptions were annual average increases of: Interest, 6.1 percent; wages,

5.5 percent; and prices, 4.0 percent.

3. Behavioral Assumptions

Changes in plan designs relative to one another will cause changes in
behavior which in turn affect plan costs. The changes in assumed rates of
retirement, separation, etc., were made by the actuarial consultant, after

research and discussions with CRS staff.

4. The Cost of Social Security

Generally, the cost of social security to its participants is the same as
the tax that must be paid to the program. For these estimates, the cost of
social security is the ratio of social securitf (OASDI) taxes to total Federal
payroll over the 75-year period of the projection, evenly divided between
employees and the Federal Government as employer. Under social security II-B

assumptions, the benefits and taxes of the program are roughly in balance over
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that period, if the tax on social security benefits is treated as a revenue

to the program. It should be noted, howeve}, that some of the social security
taxes on Federal payroll are not received back by Federal dofkers in the form
of benefits because.the average of Federal wages covefed-ﬁy social security
exceeds the average covered wage in employment outside the Federal Government.
Because the social security formula enhances the benefits of lower-paid workers,
approximately 0.4 percent of payroll of the tax credited to social security
from Federal wages is redistributed to workers outside the Federal Government.
If the Federal Government is viewed, not as an employer, but in its other role
as participant in the national economy, this redistributed amount could be
construed as a savings.

Other differences in the pattern of payments between the present CSRS and
social security are also taken into consideration when costs or replacement
ment rates for a new plan incorporating social security are compared to the
current system. The value of this difference is approximately two percent of
payroll. About two-thirds of the difference is attributable to the portable
rights to social security earnings credits retained by employees who leave
employment with less than a full career. The remainder of the difference,
after certain offsets and overlaps are netted, is attributable to dependents'
benefits payable under social security but not payable from the current CSRS.
The sum of these differences in the pattern of payments has been distributed
across the various benefit components of the proposal and is thus reflected in
lower replacement rates at retirement (excluding benefits from capital
accumulation) of about five percent of total benefits attributable to the

employer share of total plan costs.
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5. Estimated Capital Accumulation Costs

Cost of the capital accumulation plans analyzed by CRS depend on the
participation rate of individuals. Such rates, expressed as "percent of full

participation,"

are influenced by two features of the plan: The rate at which
employee payments to the capital accumulation plan are matched by employer
payments, and the ceiling on employee contributions eligible for such matching
dollars. Some employees will contribute the full amounts permitted by the plan
specifications, others only some, still others not at all. The percent of full
participation is the net average of full participation after all full, partial,
and zero contributions have been combined.

The cost to the Federal Government of the capital accumulation plans is
established by multiplying the matching rate specified for the plan by the es-
timated percent of full participation. For example, Hay-Huggins, Inc., esti-
mated that a plan with a 50 percent employer match of employee contributions
to 6 percent of pay would acquire a 55 percent average full participation.
Multiplying that rate times the maximum government match (three percent) yields
a Federal Government cost for the plan of 1.65 percent of pay.

This proposal includes a capital accumulation plan that permits the employ-
ees to contribute as much as 10 percent of their salaries, with the first 5 per-
cent matched on a one for one basis. Hay-Huggins estimates that the phased
vesting of 25 percent of the matching amount for years two through five would
reduce the cost to the government approximately 0.03 percent, as employees who
separated.with less than five years of service lose portions of the matching
amount. Thus, at a 60 percent rate of full participation, employees would

contribute an average of approximately 3.0 percent of salary, and the Federal
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Government's matching cost would be approximately 3.0 percent of pay. Documen-
tation of the method for arriving at the variable used for the capital accumu-

lation cost assumptions is available from CRS.
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